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- Tam a Professor in the College of Business Administration’s Department of Economics

and a Professor in the School of Public Health’s Division of Health Policy and

‘Administration at the University of Hlinois at Chicago. I am the Director of the

University’s Health Policy Center, a research center within the UIC Institute for Health

" Research and Policy. Iam also the Director of ImpacTeén: A Policy Research

Partnership to Reduce Youth Substance Use and Co-Director of the International -
Tobacco Evidence Network, project based in the Health Policy Center at the University

. of Tllinois at Chicago. In addition, I am an Affiliate Faculty Member of the University of

Illinois’ Institute for Government and Public A ffairs and I was awarded the University of -

Hlinois at Chicago’s University Scholar Award in 1996, A copy of my curriculum vitge is
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. “Tobacco Prevention Advisory Group, a senior consultant to the Robert Wood Johnson
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United States Department of Agricilturs, the American Cancer Society, the Illinois -~ -
Department of Public Health, and others, I have consulted for a variety of public, private,

. and non-profit organizations, including the Federal Trade Commission, the World Bank,

“the World Health Organization, the Environmental Proteetion Agency, Ireland’s Office of
“Tobacco Control, the Centers for Disease Control and Prevention’s Office on Smoking o

and Health, the National Center for the Advancementof Prevention, the National
Assgciation of Attorneys General, the Robert Wood Johnson Foundation, the American

) Cancer Society, the Addiction Research Foundation, the National Center for Tobacco

Free Kids, SmithKline Beacham and Glaxo-SmithKline Pharmaceutical Companies, and

. others. -

Thave written well over 100 articles, book chapters or seotions, reports, and other

‘publications focusing on the cconomic.analysis of substance use and abuse, including
-extensive research on the econonics of aleohol, tobacco, and illicit drug use, related
-outcomes, and control policies. Much of this research has focused on the impact of prices

. on substance use and its consequences, with more recent rescarch expanding to focus on’

healthy eating, physical activity, and obesity.  Similarly, much of my research has

_focused on youth and young adult alcohol, tobacco, and other drug use. Nearly all of the

research I have conducted over the past two decades has iniplications for public policy.
My curriculum vita includes a list of publications I have authored or coauthored.

Thave provided testi nony before the United States Congress and other governmiental
- bedies, including testimony before: the United States Senate Judiciaty Committee’s

- Subcommittee on Antitrust, Business Rights, and Competition; the United States Houise -

.- Committee on Ways and Medns; the United States Interagency Comthittes on Smoking

. - ‘and Health and its Subcommittee on Cessation; the Rhode Island Senatc Finance

.. "Commitfee; and the Massachusetts Legislature. I have conducted briefings on various
. issues for federal and state legislators and their staffs, as well as policymakersina -

number of countries, including Cambodia, Ireland, Malaysia, Mexico, Thailand,
Venezuels, and Vietnarm, : .

- Ihave p_fovidcd expert twﬁniony in several legal proceedings, including. X provided an . B
© . xpert report, was deposed, and testified in trial on behalf of defendants in Santa Fe

Natural Tobacco Co., Inc. v. Eliot Spitzer and Brown & Williamson et al., v. George E,
Pataki. Onbehalf of defendants, I provided an expert xeport in Swedenburg, et al: v,

. . Kelly, etal. Onbehalf of defendants, I provided an expert report, was deposed, and
 festified in tiial in TFWS, Inc. v. William Schaefer, et al..On behalf of defendants, T

provided a declaration in Freedom Holdings, Inc., v. Eliot Spitzer. On behalf of pl amtlff,

1 provided an expert report, was deposed, and testified in trial in United Staftes of America
v. Philip Morris USA Inc. et al. . . o . o :

My rate for the time spent rendering an eipert opiﬁion in this case, as an expert on issues
related to the impact of alcohol control policies and alcoholic beverage prices on alcohol

" use, abuse, and rélated consequences, is $200 per hbur plus expenses for background
- Tescarch, and $500 per hour plus expenses fof time spent in depositions and testifying. -
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9. This matter is continving and my research and other work on this matter are ongoing. As
& result, I may render additional opinions based on my continuing review of relevant
materials and the testimony of others. Ireserve the right to revise and angment my

" -opinions as my work on this matter continues. : :

SUMMARY OF OPINIONS _
_ 10. My principal opinions, as of the date that I filed this Teport, are as follows:

11. The Washington statutes and regulations at issue in this case — which include;:
prohibitions on the provision of quantity discounts, gifls, rebates, special services and
. more by distributors to retailers; requirements that beer and wine prices distributors
 charge to retailers must be at least ten percent above the distributors’ acquisition cost; the
» Tequirements that beer and wine distributors “post” these ptices with the ‘Washington
© - State Liquor Control Board and “hold” these prices for one month; requirements that
retailers pay cash for beer and wine at the time of delivery; and requirements that beer

2

12, The higher alcoholic beverage prices that result from these policies are effective in
- .. 1educing alcohol use, including heavy and excessive drinking, among adults in .
Washington. Drinking among youth, who are at relatively high risk for alcohol-related
" consequences, is particularly responsive to alcoholic beverage prices. Converscly, the
- -teductions in the prices of alogholic beverages that would result from the climination of
-these policies would lead to increased drinking, including underage drinking; in
“Washington, . _ . K _ -

13. Alcohol use and abuse results in o number of health and social consequences, incliding
. taffic crashes, violence, liver cirrhosis, a number of cancers, and more. As a result, the
-, Sconomic costs of alcohol sbuse are substantial, Higher alcoholic beverage prices are
. -very effective in reducing the health, social and ecoriomic consequences of alcohol use
~ - and abuse. In contrast, reductions in the prices of alcoholic beverages will lead to'
- increases in the health, social and economic consequences of alcohol use and abuse, -

- “14.'The policies at issue in this case are one part of a comprehensive set of statutes,
regulations, and programmatic activities employed in Washington to rediice excessive
- drinking and its consequences. Together, these policies have been effective in prometing
moderate drinking and in reducing the consequences of alcohol use and abuse in
- Washington, ' - ’ ’ :
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on alcohol consumption in Wasbihgtdn would almost certainly be larger than the o
observed effects in Nebraske and Delaware given that the Washington policies go beyond
~ those in the other states. . ~

. EFFECT OF POLICIES ON THE PRICES OF ALCOHOLIC BEVERAGES

- 16. Several provisions of Washington’s laws and regulatioris applying to beer and wine are at
- issue in this case. These policies inchude: prohibitions on the provision of quantity
discounts, gifts, rebates, special services and more by distributors to retailers (hereafier _
referred to generally as the “quantity discount prohibitions™); requirements that the prices
-distributor charge retailers for beer and winemust be at least ten percent above the '
distributors’ acquisition cost (hereafier the “minimym matkup” provisions); Tequirements

products with the Washington State Liquor Control Board (WSLCB) (which are then
posted on a WSLCB website) and: “hold™ these prices for one month (hereafter referred to

as the “post and hold” provisions); requirements thaf retailers pay cash for beer and wine -
at the time of delivery (kereafier referred to as the “cash payment” provision); and =

licensed outlets or dxrectly to the retailer at the distributors’ outlet, with the delivered . -
prices the same for both (hereafter réfezred_to as'the “delivery” provisions). -

17. These policies have been adopted and implemented as part of the “three tier system”
- adopted by the state following the repeal of Prohibition by the 21™ Amendmnenit to the
~  U.S. Constitution in 1933. For example, one of the <challénged provisions ®RCW
66.28.180) describes the intent of the statute: | o -

This section is enacted, putsuant to the authority of this state under -
. the twenty-first amendment to the United-States Constitution 1o
 promiote the public’s interest in fostering the orderly and
tesponsible distribution of malt beverages and wine towards
effective control of consumption; to promote the fair and efficient
three-tier system of distribution of such beverages; and to confirm
existing board rules as the clear expression of state policy to
regulate the manner of selling and pricing of wine and malt
beverages by licensed suppliers and distributors. (RCW 66.28 1 80,
effective January 1, 2005 ; paragraph 1), - : o

 Similar linguage is contained in other relevant statutes,

18. The 21™ amendment gave states the authority to regulate fhe importation and distribution
. of alcoholic beverages within theit borders, including the ability to regulate various
aspects of sales by distributors to refailers. Most states, including Washington, have had
some form of this system in place since. the 1930s. A recent Supresne Court decisjon
conifirms this authority; writing for the majority, Justice Kennedy states:”
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19.

20,

... "The Twenty-first Amendment grants the States virtnally complete
control over whether to pennit importation or sale of liquor and
1ow to structure the liquor distribution system." Midcal, supra, at
110. A State which chooses to ban the sale and consumption of

" alcohol altogether could bar jts importation; and, as our history
shows, it would have to do so to make its laws effective, States
may alse assume direct control of liquor distribution through state-

~ 1un outlets or funnel sales through the three-tier system. We have
" previously recognized that the three-tier system itself is o
- “unquestionably legitimate.” North Dakota V. United States, 495
- U.8.,at432, See also id., at 447 (Scalia, ., concurring in
judgmerit) ("The Twenty-first Amendment ... empowers North
Dakota to fequire that all Yiquor sold for use in the State be
- " purchased from alicensed in-state wholesaler™). (Granholm . '
- Heald 03-116, Slip, pages 25-26; available on-linc at:
_ http:l/www.law,indiana.edu/webinit/ianfdrd!v.'inell6pinion.pdt).

~Ecdné;i1ic theory indicates that the provisions at issue in this case will result in hi'gher
retail prices for beer atid-wine than would exist in the abseace of these provisions,

_'I‘he policies prohibiting quantity discounts and the provision of gifis, rebates, special

- services and more will ensure that distributors charge all retailers the same prices for beer

and wine, regardless of the size, location, or other characteristics of the retailer, and will

- result in higher prices than would exist in the absence of these policies. Quantity
-. . discounts are most likely to be taken advantage of by large retailers who seli in greater -

volume and who, because of theijr size, are in a better bargaining position to obtain lower

' prices from distributors. .Retailers who purchase beer and wine at lower cost because of -

o1;

prohibiting quantity discounts will result in higher retail prices for beer and Wme

A policy requiring distributors to set the pﬁc&s they cixarge retailers for beer and wine at

. - least ten'percent above their cost of obtaining these products will raise retailers’ costs for
~beer and wine, Tn the absence of this policy, at Jeast some distributors would be likely.to

“in retailers fiicing higher costs. The retailers higher costs for beer and wine will be
- passed along to consumers in the form of higher retail prices for beer and wine.

22

The “post and hold’ provisions'érc impbrtant -ele-m'ents 6fWashingt6n’s three-tier system.

_ Specifically, these provisions allow for the relatively straightforward implementation and

_ . enforcement of the prohibitions on quantity discounts and the minimuym markop
' requirements. This ‘post’ componenit of the system allows the WLSCB to readily . -

observe the prices that distributors are charging retailers for beer axid"ivine, enabling them
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1o easily determine whether or not distributors are cbxf_xplying with the quantity discount i
ban and markup réquirement, In addition, the ‘hold’ component of the system prohibits ~ . . . :
distributors from changing prices frequently, ensuring thet all retailers pay the same

“prices for beer and wine during the hold’ period.

By simplifying implementation and enforcenfent of the quantity discount ban and

- minimum markup requirements and prohibiting price changes for the specified petiod of
time, Washington’s ‘post and hold’ system results in higher and more stable distributors’
prices for beer and wine than would be the case in the absence of these provisions. Asa
tesult, the higher costs of beer and wine fo retailers will result in higher retail prices for
these products, ' : . » :

23. As described in its Angust 29, 2003 Jetter to the Washington Attorney General’s office
and its subsequent complaint, the Plaintiff clearly recognizes that the policies at issue in
~ this case, individually and in combination, result in at least some retailets, including
~ Costoo, paying distributors higher prices for beer and winé than they would in the .
absence of the policies and, consequently, in higher retail prices for beer and wine. For
cxatuple, as stated in its complaint, “Costco secks fo create lower prices and greater -
- choices for Washington consumers,” going on o note: .

- Warehouse clubs and retailers would lower their costs and thus-
offer better prices and selection to consumers if permitted to .
negotiate discounts based-on their efficient buying and distribution .
practices and good credit, to buy directly fiom all winerics and '
_brewers where that makes cconomic sense, and to supply their
* stores through their own _distrﬂ)_mtion_systqms‘ -

.. “Similardy, in its letter, Plaintiff states:

Absent the challenged regulations, Costco would not necessarily
* expect in the near terin to be able to secure all the efficiencies from
. sellers, but would nevertheless expect to be able quickly to show
its members greater ‘values than achievable under the present
. system. Indeed, Costco warchouses in California, which has less
Testrictive liquor distribution regulations, are able to sell many
items to hémbers at prices below those in Washington. For
cxample, Moet Dom Perignon champagne, of which Costco sells
- . more than any other retailer in the coun 1y, Keith-Naughton and -
- Tara Weingarten, Out of the Box Thinking, NEWSWEEK, May 12, -
2003 at 40, recently cost consumers over $5 more perbotilein -
- Washington than in California, g

Additional evidence that the policies at issue result in higher prices in
. Washington is found on the Costeo web-site (accessed 5/30/2005);
hitp:/fwww.costeo.com/Common/CategoryMain, x?cat=3605. .
Consumers in a limited number of states (CA, ID, IL, NM, OR, WA, and
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- WV) can purchase wine on-line from Costeo. Consuimers in all of these
States but Washington face one set of prices for the products available in
 their states, while consumers in Washington face a different set of prices.
On 5/30/05, only two of the wine products that were available to
consumers in other states were available to Washington consumers: a 12
. bottle case of Columbia Crest Grand Estate Merlot, 2001, and single .
bottles of Dom Perignon Brut Champagne, 1996, The price for the case of
Merlot was $104.99 for consumers in Washington, compared to a price of
. $84.99 for consumers in other states, a difference 0f $20.00 per case (well
‘above the approximately $2.40 difference betwoen the excise tax on 2 case
- ' of wine in Washington and the average excise tax on a case of wine in the -
- other states). -Similarty, the price for the bottle of Champagne was
- $108.99 for consumers in Washington, compared to a price of $98.99 for
.consumers in other states. ‘The $10,00 difference in the price per bottleis -
again well above the differences that would be expected based on -
differences in the states’ excise taxés on sparkling wine.

. As indicated by cconomic theory, removing the policies at issue in this
-case would result in lower retail prices for beer and wine.

EFFECT OF ALCOHOLIC BEVERAGES PRICES ON ALCOHOL USE

':24. Economiists and other researchers have conducted numerous studies over the past twenty-
7 five years that examine the impact of alcoholic beverage prices on aleohol use. These .
 studies have applied a variety of econometric and other statistical methods to aggregate o )
- and individual level data from US states, the US as a whole, ‘many other countiies, and ) - .
- . other geographic units. This body of research clearly demonstrates that increases iri the '

s Chapter 9 of Ba_ckgroimd_ Papers, “The Effects of Price on Alcohof Use, Abuse, and
- Their Consequences,” in: National Research Couricil and. Institute of Medicine.

... Washington, DC: The National Academics Press, 2004 (available on-line at:
, http://_www.nap.edu/books/OS09089352/111:11]]54}.html). C .
¢ E.J. Chaloupka, M. Grossman, and 1. Saffer, “The Bffects of Price on Alcohol
- -Consumption and Alcohol-Related Problems,” Alcohol Research & Health, 2002
.. (available on-line.at http://www.hiaaa.nﬂl.govlpublicaﬁohs/am%-1/_,22-34.htm).
- *  Chapter 6, “Economic and Health Services Perspectives,” of: U.S. Department of
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'« P.J.Cook and M.J. Moore, “Aloohol” in The Handbook of Health Economics, edited

- by AJ. Culyer and J.P. Newhouse, New York: Elsevier Science B.V., 2000 (also
- published as National Bureau of Economic Research Working Paper Number 6905, .
January 1999, available at: http://www nber.org);

~» Chapter 5, of G. Bdwards, et al., Alcohol Policy and the Public Good, Oxford

University Press, 1994; and : )

* S.F.Leungand C.E. Phelps, “My Kingdom for a Drink.....? A Review of Estimates

25

. .of the Price Sensitivity of Demand for Alcoholic Beverages,” in Economics and the
" Prevention of Alcohol-Related Problems, National Institute on Alcohol Abuse and
Alcoholism Research Monograph — 25, U.8. Department of Health and Human
Services, 1993. . L A - '

. This research confirms one of the most fundamental laws of eoohomi_cs — that of the

-downward sloping démand curve, which states that as the price of a product rises, the

quantity demanded of that product fails and that as the price of a product falls, the =~ -
-quantity demanded of that product rises. With respect to alcohol use, the reduction in the

- quantity demanded following a ptice increase is the result of increased cessation among
- current drinkers, reduced initiation among potential drinkers, reduced relapse among -
~formier drinkers, reductions in the frequency of drinking by-continuing drinkers; and -

reductions in the number of drinks consumed in a typical drinking occasion by continlﬁng_ .

drinkers, The firstthree of these (increased cessation, reduced initiation, and reduced -

‘ ~ relapsc) result in a reduction in the nmumber of drinkers; or drinking prevalence. The

combination of reduced drinking prevalence snd reduced aleohol consumption among

. continving drinkefs leads to overall réduc_ﬁons in aleohol consumption. 4

126,

State governments have a variety of pdlicy tools available tb ',them thatcan be u,éed to

raise the price of alcoholic beverages (see, for example: F.J. Chaloupka, “The Bffectsof ~ -

_Priceon Alcohol Use, Abuse, and Their Consequences,” 2004, cited above; and H.D.
- . Holder, Aleohol and the Comnunity: A Systems Approach to Prevention, Cambridge

2

- beer and wine distributors to ‘post’ their prices and ‘hold’ these prices, and impose other”

constraints. Likewise, states have adopted other policies, usually as part of their threo-tier

" Systems regulating the distribution of alcoholic bevers es, that result in higher alcoholic

territory provisions, limits on outlet density, and limits on price advertising and policies

beverages prices and that are not at issue in this case, including monopoly control over
patts of the wholesale and/or retail alcoholic beverage distribution systerh, exclusive

" that raise the costs of selling alcoholic beverages (such as higher fees for licenses fo -

- combination of these policies on beer, wine and spirits.prices; others use me

for alcohol ;c'r-nploy direct measures of alcoholic beverage prices that reflect the

asures of
alcoholic beverage excise taxes as proxies for alcoholic beverage prices.
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‘States have used a wide variety of different combinations of these policiés over time,
with the particular set of policies a given state employs at a particular time resulting from

- @ combination of historical, economic, social, and political factors. While some policies

- Iay seem to more ditectly raise prices (e.g. increases in excise taxes on alcoholic
beverages) than others (such as the set of policies at issue in this case), relying solely on

+ the former can result in prices that fail over time after accounting for inflation. As shown
by the University of Minnesota’s Alcohol Bpidemiology Program (Alcohol
Bpidemiology Program, Alcohol Policies in the United States: Highlights from the 50

States, Minneapolis, University of Minnesota, 2000; available on-line at: K

bttp:/fwww.impacteen.org/generalarea PDFs/Alcohol® OPolicies%20in%20the%20Unit

d%20States.PDF), there has been a genéral erosion (often substantial) in most state beer,

wine, and distilled spirits excise tax rates from the late 1960s through 2000. The erosion
in the inflation adjusted value of these taxes, along with similar erosion in the value of
federal alcoholic beverage excise taxes, has contributed to a general decline in inflation

. adjusted prices for alcoholic beyerages (see F.J. Chaloupka, “The Bffects 6f Price on

. Alcohol Use, Abuse, and Their Consequences,” 2004 cited above, for a more detailed
discussion).. This results from the fact that most alccholic beverage excise taxes are
specific taxes that need to be increased regularly to keep pace with inflation and the often

- strong industry and voter opposition to tax increases. In contrast, policies like .

Washington’s that requite minimum producer and distributor markups will tend to result
in prices that rise with inflation over time. A : '

. 27. Economists usc the term *price elasticity of demand” to describe the change in the
. quantity demanded that results from an increase in price. Formally, the price elasticity of
- -aloohol demand is defined as the percentage change in the quantity of alcohol consumed
resulting from a one percent incréase in alcoholic beverage prices. The 1993 Lenng and -
Phelps review of the literature cited above supported price elasticity estimates of 03 for
. beer, -1.0 for wine, and —1.5 for distilled spirits, meaning that a ten percent increase in
the price of all alcoholic beverages would redisce beer consumption by three percent;
‘wine consumption by ten percent, and distilled spirits consumption by fifteen percent, .
More recent studies have confirmed the price responsiveness of alcoholic beverages (J.P.
. Nelson; “Broadcast Advertising and the U.S. Demand for Alcoholic Beverages, Southern -
* EconomicJournal, 1999; J.P. Nelson, “Economic and Demographic Factors in U.S.
- . Alcohol Demand: A Growth Accounting Analysis, Empirical Economics, 1997; D.S.
Kenkel, “New Bstimates of the Optimal Tax on Alcohol, Economic Inquiry, 1996; W.G.
- - Manning, L. Blumberg, and LY. Moulton, “The Demand for Alcohol: The Differential
~ Response to Price,” Journgl of Health Economics, 1995; and D.S. Kenkel, “Drinking,
Driving, and Deterrence: The Effectiveness and Social Costs of Alternative Policies,” _
Journal of Law and Eeonomics, 1993). Nelson’s 1997 study (cited above) estimates that -
the overall price elasticity of demand for alcohol is -0.52. As noted above, the reduétions
in‘'overall alcoho! consumption resulting from higher alcoholic beverage prices are the
result of reductions in the number of drinkers (reduced drinking prevalence) and
 reductions in drinking frequency and the number of drinks consumed when drinking
among continuing drinkers, , o - i
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- The price differences described above (in paragraph 22), in combination with these’
~ elasticity estimates, provide some indication of the reductions in-alcohol consumption

 that result from the set of policies employed in Washington. For the two products
described above, the differences iri prices between Washington and several other statcs
range from just over 10 percent (for the champagne) to over 23.5 percent (for the Merlot).
To the extent that this range reflects the differences in other product prices, this suggests
that overall alcohol consumption in Washington is between 5'and 12 percent lower than it

- would be in the absence of these policies. ‘While part of this difference resulis from -
differences in excise tax rates between Washington and other statés, much of it results
from the differences in prices accounted for by other policies. = | :

o -os, Because of the addictive nature of alcohol tuse, for at least some drinkc'ré, the i'nipact-‘of

sustained inflation adjusted increases in alcoholic beverage prices will grow over time,

Studies that account for the addictive nature of aloohol demand conclude that the long run -

. impact of alcoholic beverage price increases is larger than the short run impact.
>, Grossman and colleagues (M. Grossman, P.J. Chaloupka and I Sirtalan, “An Bmpirical
* Analysis of Alcohol Addiction: Results from. fhe. Monitoring the Future Panels,”
Economic Inquiry 1998); for example, estimated an average price elasticity of alcghol
- demand of-0.29 for young adults in models that ignored the addictive nature of alcohol
. use. In models that accounted for addiction, they estimated an average long-run price
- elasticity of alcohol demand of ~0.65, about 60 percent higher than their estimate of the
- “short-run elasticity (which was, in tuin, almost 40 percent higher than the average
" éstimate from the non-addictive models), » O

. 29. Aleohol use among youth is the focus of much of the econometric research on alcohol
- . :consumption given the relatively high consequences of underage and young adult
" duinking. Cook and Moore (2000; cited above), for example, describe three reasons for
- why: young people are of particular concern: alcohol involvement in traffic crashes and -

other alcohol-related violence is high among youth (relative to older persons); because of =~

the addictive or habit forming nature of alcohol use, drinking among teens can Icad to
Jong term heavier drinking; and drinking during the transition from adoléscesice to
adulthood can have a negative impact on educational atteinment, family formation, and

. other aspects of human capital accurulstion that can havo negative long-term
_conisequences. | : _— - :

30. Several empirical studies of youth drinking provide evidence consistent with that _
 described above for overall alcohol use (see the review by M. Grossman, F.J. Chaloupka,
~ H. Saffer, and A. Laixuthai, “Bffects of Alcohol Price Policy on Youth: A Summary of
- Economic Research,” Journal of Research on Adolescence 1994; for example). As
“discussed by Grossman and his colleagues, these studies generally find that higher -
~ elcoholic beverage prices lead to larger reductions in drinking among more frequent or
. ‘heavier drinkers than among infrequent or lighter drinkeis. Conversely, reductions in
alcoholic beverage prices will Iead to disproportionate increases in moré frequent and
heavier drinking among youths. A recent study by Grossman (M: Grossman, “Individual
- Behaviors and Substance Use: The Role of Price,” National Bureau of Bconomic
- Research Working Paper Number 10948, 2004; available on-line at: WWw.nbet.org)

10
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confirms the ﬁ'n(iing at heavy drinking by youth is quite ‘re‘sponsiva‘to price. Basad on -
time series data on drinking prevalence and the prevalence of binge drinking among high
school seniors from 1975 through 2003, Grossman estimates that an increase in alcoholic

 beverage prices would reduce the prevalence of binge drinking in the past two weeks by

as much as 4.6 times as much as it would reduce past year drinking prevalence (his )
estimated price elasticity of past year drinking prevalenceis between -0.43 and -0.55,
while his estimated price elasticity for the prevalence of binge drinking in the past two

“weeks is between -0.93 and -1.98). Similarly, a recent study by Kou and colleagues (M.

- Kuo, H. Wechsler, P. Greenberg, and H. Lee, “The Marketing of Alcohol to College

- Students: The Role of Low Prices and Special Promotions,” American Journal of

Preventive Medicine, 2003; available on-line at:

- mm://www.hspli.harvatd.edu/cas/Documents/markeﬁnzalcohol/AléohoIPromqﬁon.miﬂ
- finds'that low prices and a vatiety of price-promotions for alooholic beverages lead to

significant increases in drinking and'bitige drinking among bbllegexsmdgnts.- -

- EFFECT OF ALCOHOLIC BEVERAGES PRICES ON THE CONSEQI}ENCES OF

31. Aloohol use and abuse results in a mumber of health and social consequences, inclnding:

ALCOHOL USE co

traffic crashes and other accidents; violence; and liver cirthosis and other liver discase, a

. number of cancers, and other health consequences. The Ceriters for Disease Control and

Prevention, for example, estimated that over 75,000 deaths in the United States in 2001 o

. were caused by excessive alcohol consumption, resulting in the loss of nearly 2.3 million -
: years of potential life - about 30 years lost per alcohol attributable death (Centers. for

Disease Control and Prevention, “Alcohol-Attributable Deaths and Years of Potential

Life Lost — United States, 2001, Morbidity and Mortality Weekly Réport, 2004).: ‘
Applying the same methodology to Washington state, CDC estimates that 1,634 deaths ..
accounting for 45,563 years of potential life lost were gttributable to excessive alcohol

. uscin 2001 (http:/; apps.hch.odb.gqv/ardi/Homepage.agpx). ‘
3. :
. positive cardiovascular health effects (such as reduced risk of coronary heart disease) for

The impact of aloohol consumption on hoalth is complex, Sorie recent studies find

low and moderate drinking, However, the negative health consequences of alcohol use -

(particularly heavy use), including cardiovascilar diseases, liver cirthosis, and cancets

have been well established formany. years. In addition, numerous studies have

* demonstrated the negative impact on fetal development of aleohol use by Pregnant .

women. Recent thorough reviews of these studies are contained in Chapters 1,2, 4 and 5

‘of the 10" Special Report to the U.S: Congress on Alcohol and Health (cited above), and

Chapters 1 through 10 of Recent Developments in Alcoholism: Vohaie 14, The - =
Consequences of Alcoholism — Medical, Neuropsychiatric, Economic, Cross-Cultural

- (edited by Marc Galanter, published by Plenum Press, 1998). CDC’s recent estimatos for
- 2001 (cited above) indicate that nearly half of all deaths from excessive alcohol use result

from chronic health conditions, including liver disease, alcohol-attributable cancers, * -
cardiovascular diseases, and others; just over half of alcohol attributable deaths in_ :

Washington are froin these conditions:
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. 33. In addition, a variety of social problems have been associated with alcohol problems,
~ including traffic crashes, other accidents, and violence. Many studies have demonstrated
the impact of alcohol use in increasing the risks of injury or death in traffic crashes, falls -
and fires,-and other accidents. The patiern of drinking is particularly important in ,
 explaining this risk, with binge drinking clearly leading to significantly increased risks.
- Similarly, research demonstrates that alcoho] use interacts with personality characteristics
and other factois to increase the risk of violence and other aggressive behavior. More

- - from violence and raises the risk of acquiring a sexually transmitted disease. See’
Chapters 1, 4, and 7 of the J¢* Special Report to the U.S. Congress on Alcohol and
. ~Health (cited above) for detailed discussions of these literatures, CDC’s recent estirhates
" for 2001 (cited above) indicate that over half of all deaths from excessive alcohol use
result from traffic crashes and other accidents, homicide and suicide, and other acute .
conditions. Given the disproportionate involvement of youth in these deaths, they account
. for over sixty percent of alcohol-attributable years of potential life lost in Washington.

34.In addition to the health and social consequences of alooholuse and abuse, aleohol use -

..abuse in the U.S. at $148 billion in 1992 (H.1. Harwood, D. quntain, and G. Li—vctmore,‘
“Beonomic Costs of Alcohol Abuse and Alcoholism,” Chapter i1.in Galanter, ed., cited

,above). Anupdate of these estimates based on population growth and inflation puts these
costs at $184.6 billion in 1998 (H. Harwood, Updating Estimates of the Economic Costs
of Alcokol Abuse in the United States: Estimates, Update Methods, and Data, prepared
bythe Lewin Group for the National Institute on Alcohol Abuse and Alcoholism, 2000; °
available on-line at: ht_tp://www.niaaa.nih.gov/publiq’aﬁons/eoonoﬁﬁc-zo00[). ‘Assuming

. costs have increased proportionally with inflation and population growth since 1998,

. cumrent economic costs from alcohol abuse are approaching one-quarter of a trillion
"dollars. E . _ X S '

© 36.The findings described above~ that public policies that recult in higher alcoholic )
 beverage prices, such as the Washington policies at issue i this. case, lead to reduced
. 8leohol consumption and that alcohol use and abuse results in significant health, social, '
. and-economic consequences —means that higtier alcoholic beverage prices will lead to.
~ significant reductions in the consequences of alcohol use and abuse, A large and growing:
tumber of studies from economists and others generally support this-conclusion. See F.J.
-Chaloupka, 2004 (cited above), Chapter 6 of the 70 Special Report io the U.S. Congress

12
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R

on Alcohol and Health (cited above), P.J. Cook sihd M.J. Moore (cited above) andBJ,
Chaloupka, M: Grossman, and H. Saffer, (1998 and 2002, cited above), for recent
. Teviews of these studies o o

37. Much:of the research on the impact of alcoholic beverage prices on consequences of
alcohol use has examined the impact on drinking and dtiving behavior, Many of these
"~ Studies estimate that a ten percent increase in the price of alcoholic beverages will result ,
in a 5-10 percent reduction in overall motor vehicle fatalities, with even larger percentage
reductions in fatality rates that reflect greater levels of alcohol involvement. Estimates
. Troni studics of youth motor vehicle accident fatalitics imply even larger effects; these
" studies predict that a ten percent increase in price will reducs youth fatalities by betweers
7 and 17 percent. In contrast, the findings from these studies indicate that reductions in
dleoholic beverage prices would lead to increases in alcohol-related motor vehicle L.
~accident fatalities, with a relatively larger impact on youth fatslities. These findings are:
Supported by recent studies based on survey data that conclude that higher alcoholic. -
beverage prices reduce the frequency of drinking and driving, with rélatively larger
effects among young persons, See F.J. Chaloupka, M. Grossman, and H. Saffer (1998,
cited above) for a review of these studies. : S »

38.Similarly, several econometric studies have examined the impact of alcoholic beverage
-z prices on liver cirthosis death rates, other alcohol-related diseases, and other accidents -
-related to alcohol. In general, these studies conclude that higher alcoholic beverage
" prices result in fewer health consequences from alcohol use and abiise and in fewer
«-injuries resulting from alcohol wse and abuse (see Chaloupka, Grossman, and Saffer
- {1998, cited above) for a review of these studies), For example, Cook and Taucheén (P.J.
- ook and G. Tauchen, “The Effect of Liquor Taxes on Heavy Drinking,” Bell Journal of
Economics, 1982) find that higher distilled spirits taxes would reduce liver cirrhosis death
- tates by atleast as much as they would reduce overall distiiled spitits consumption.
Sloan and colleagues (F.A: Sloan, B.A. Reilly, and C. Schenzler, “Bffects of Prices, Civil -
and Criminal Sanctions, and Law Enforcement on Alcohol-Related Mortality,” Journal of
Studies on Alcohol; 1994) find that highier alcohol prices would reduce deaths from -
suicide. Ohsfeldt and Morrisscy (R.L. Ohsfeldt and MLA. Morrissey, “Beer Taxes,
“Workers”. Compensation, and Industrial Injury,” Review of Economics and Statistics, _
1997) conclude that higher beer taxes result in fewer workplace accidents. More recent
studies by Chesson and colleagues (H. Chesson, P. Harrison, and W.J, Kassler, “Sex’

- Under the Influence: The Bffeéct of Alcohol Policy-on Sexually Transmitted Disease
Rates in the U.S.,” Journal of Law and Economics, 2000) and Grossman and colleagues -
(M. Grossman, R. Kaestner, and S. Markowitz, “An Investigation of the Effects of
Alcohol Policies on Youth STDs” National Bureau of Economic Research Working
Paper Number 10949, 2004) have similarly found that higher alcoholic beverage prices

_reduce sexually transmitted disease rates, including gonorrhea, syphilis; and, possibly,
HIV/AIDSI‘atm.' , S i ’ o T

39, A growing number of studies have examined the effects of alcoholic beverage prices on
violence and crime. Studies using state-level data.on homicide, and other violent crime
rates conclude that higher aleoholic beverage prices significantly reduce these erimes. For

13
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example, Cook and Moore (P.J. Cook and M.J. Moore, “Beonomic Perspectives on’ .
" Reducing Alcohol-Related Violence,” in-Alcohol and Interpersonal Violence: Fostering
Multidisciplinary Perspectives, 1993) find that higher beér taxes lead to significant.
reductions in rape and robbery rates, while Sloan and colleagues (cited above) conclude
that higher alcoholic beverage prices result in lower homicide rates, More recent studies - e
led by Markowitz based on survey data conclude that higher alcoholic beverage prices
Tead to less family violence, including spouse and child abuse (S. Markowitz, “The Price - )
~ of Aleohol, Wife Abuse, and Husband Abuse,” Southern Economic Journal, 2000; and S.
.. Markowitz and M. Grossman, “The Effécts of Beer Taxes on Physical Child Abuse,”
 Journal of Health Economics, 2000).” Likewise, Grossman and Markowitz (M. . -
Grossman and S. Markowitz, “Alcohol Regulation and Violence on College Campuses,”
in Economic-Analysis of Substance Use and Abuse: The Experience of Developed.
Countries and Lessons for Developing Countries, 2001) find that higher alcoholic _
beverage prices reduce violence and delinquency among college students. In contrast, the
- findings from these studies indicate that reductions in alcoholic beverage prices would
Tesult in increased crime and violence. : S )

40; Similarly, a growing number of economic studies have focused on the impact of alechol
- use on various educational outcomes. For example, two studies examined the impact of -
.+ alcoholic beverage prices on alcohol use and edhica jonal attainment. Yamada and his
. - ~colleagues (T. Yamada, M. Kenix, and T. Yamada, “The Impact of Alcohol Consumption’
.~ . and Marijuana Use on High School Graduation,” Heqlth Economiics, 1996) conclude that
higher alcoholic beverage prices would significantly increase the probability of high
- --5chool graduation, while lower prices would reduce the probability of gradination.
*Similarly, Cook and Moore (P.J. Cook and M_J. Moore, “Drinking and Schooling” .
--z-Journal of Health Economics, 1993) conclude that higher alcoholic beverage prices -
- ‘would significantly increase the probability of attending and graduating from a four year
. college or university. More recently, Williams and her colleagues (J. Williams, LM. .
.- Powell, and H. Wéchsler, “Does Alcohol Consumption Reduce Human Capital .
- Accumulation? Bvidence from the College Alcohol Study,” Applied Economics, 2003) .-
- .. find that higher beer taxes and restrictions on alcohol-related price promotions (e.g.
" . _ “happy hours and sales of beer by the pitcher) reduce drinking among college students
- and, consequently raise student grade point averages, . T

- CONSISTENCY OF POLICIES WITH OTHER STATE EFFORTS TO REDUCE
- PROBLEM DRINKING AND ITS CONSEQUENCES '

_-41. The policies at issue in this case aré one component of a'broad and comprehensive set of
- alcohol control statutes, regulations, and programmatic activities that together aim to
reduce excessive drinking, underage drinking, and their consequences. This
comprehensive effort includes: e . _
"~ » Monopoly control of wholesale and retail sales of distilled spirits for off-premise
: consumption, one of 18 states with some form of state control over wholesale and/or -
- retail sales. Recent empirical evidence indicates that monopoly control over spirits
sales leads to significant reductions in spirits consumption and in overall alcohol
‘conswmption (J.P. Nelson, “Advertising Bans, Monopoly, and Alcchol Demand:

14
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Testing for Substitution Bffects Using State Panel Data,” Review of Industrial
Organization; 2003, T

Relatively high excise taxes on beer and wine. The state beer tax of $0.261 is nearly
40 percent higher than the median state beer tax, while the state wine tax of $1.80 per
gallon is more than 160 percent higher than the median state wine tax. As described
gbove, a large and growing body of research clearly demonstrates that higher -
alcoholic beverage excise taxes significantly reducing drinking, including excessive

_drinking and underage drinking, as well as numerous consequences of alcohol use

" . and abuse. e :
A comprehensive set of state policies targeting drinking'_and driving and enforcement .

programs implementing these policies. In Mothers Against Drunk Driving’s most

Tecent report prading states on their efforts to reduce drinking and driving, )

. Washington was one of only ten states to receive a grade of B or higher for both jts
laws targeting drinking and driving and the state’s law enforcement pro grams

- efforts to curb drinking and driving are highly effective in reducing this consequence

of drinking (see, for example, Chapter 7 of the 10 Special Report 1o the U5
Congress on Aleohol and Health, (cited above) for a discussion of the research
evidence on drunk driving laws and their enforcement).

Comprehensive policies and eriforcement efforts to reduce youth access to alcoholic

_ license suspensions for the second and third yiolationsi r'wpeotively, and-cancellation

- of their license for a fourth violation: Inaddition, the WSLCB regularly publicizes -
- “the results of compliance checks, identifying businesses that violate the state’s

policies and commending those who do 1ot sell to minors. The empirical evidence

~ alcoholic beverages lead to significant reductions in underage drinking and its
- consequences (K.K. Komro and T.L. Toomey, “Strategies to Prevent Underag
- Drinkitg,” dlcohol Research & Health, 2002 ; available on-tine at: E '
http:/fwww niaaa nih, S

v/publications/arh26-1/5-14.
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a.

Iiositivély perceived by local residents (see, for exarmple, J. Tamai, Evaluation of the
- Tacoma, Washingion, Alcohol Imacr4ﬁw (414), 2003).

Taken together, Washington’s comprehénsive appyoach to reddcing excessive drinking

" presents state by state comparisons of per capita ethangl consumption per drinker in~

* 1999; Washington, at 3.56 gallons of ethanol per drinker, is tied with Michigan for the
. lowest leve] among all states. Figure 5 shows that the frequency of binge drinking,

43,

EVIDENCE FROM OTHER STATES. |

In contast to the extensive body of literature demohstrating that higher alcoholic : ,
beverage prices reduce drinking and its consequences, there are, t6 my knowledge,no . ..
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44. My econometric-analysis of the data from Nebraska and Delawars is relatively simple, -
- given the data available. The data employed in this analysis cover the period from 1970
 through 2002; the estimates are presented in Table 1 (for Nebraska) and Table 2 (for
Delaware). Figures 9 through 12 graphically present the findings from simulations for
Nebraska that assume that the quantity discount prohibition and price posting policies
‘remained in effect after June 1, 1984, Similarly, Figutes 13 through 16 display '
- simulations for Delaware that assume that the quantity discount ban remained in effect
after June 1,1992, ) I

- Estimates from four models for ¢ach state are Presented in these Tables/Figures, The _
outcome examified in each model is the annual state-level consumption of ethanol, in
gallons per capita (ages 14 years and older); data are from the NIAAA’s database on

* - alcohol consumption (http: niaaa nih.gov/databases/constm03 htm). ‘In order to

. Consumption measure, each model includes a simple trend variable. Similarly, given the
" . importance of taxes in affecting prices and, as a result, alcohol use, each model includes a
- Variable reflecting the inflation-adjusted state exeise tax on an ovnce of ¢thanol (@ *
. "consumption weighted average ofthe statc taxes on beer, wine and distilled spitits).
Each model contains a set of variables reflecting the changes in the policies being -
~examined.. All mode]s include an indicator for fhe period following the elimination of the
" relevant policies as well as a-variable that interacts this indicator with the trend variable;

. - hew environment in which they operate, Finally, each model also includés an intercept.

5. The &chmatm for Nebraska show that the 1984 court decision striking.down the state’s

17
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SUMMARY

and/or binge drinking - among youths, young adhilts, and adults in ‘Washington. Thc}
reductions in drinking that result from these higher prices result inreductions in the "
_ health, economic, and social consequences. of alcohol use and abuse, improving the ;afcty _

- and well-being of the Washington populace.

Frank J, -Chaloupk-a

June 3,2005 .-

Date }

18

TX580-018



61

T C 05, So58 qETep /A0S U BRe T A/ 0TT] “WISIOY00Y PUE 0SNGy JOYO[Y U0 OJLSU] [EUOHEN 00In0S

1SOM —- S % Y ——|

JEOA

N
&@

O O B o L
£ £ L &g

S &

1 0an8ng

YR A A ACSURU A AN AN AR AN AR AR
& nv@ o F S o g /\/\ ov Ov( WV oV N oY

J8pJC puUE p} uosiad Jod joueys] jo suojjes

TX580-019



Figure 2

-

SR
e
SN

e

Past Month Drinking Prevalence, by State, 2003
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Figure 3
Binge Drinking Prevalence, by State, 2003
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Figure 4

Per Capita Ethanol Consumption per Drinker, by State,

1999
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Figure 8
Alcohol-Related Traffic Fatalities per 100 Million Vehicle

Miles Traveled, by State, 2003
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